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THE DOLLAR ABROAD 


World economic position and political prestige of U.S. require forceful 
measures to restore world confidence in U.S. dollar. Decreases in gold 
stocks, continuing since early 1958, show declining confidence. Price 
of gold in London market in October 1960 rose well above regular 
$35 per ounce which U.S. ‘Treasury pays. 


Several economic indicators have caused financiers abroad to question 
dollar’s stability. For example, U.S. gold outflow swelled at mid-year 
when Federal Reserve reduced rediscount rate from 4% to 3% at 
same time interest rates in major money markets abroad were rising. 
Indications of some sag in business activity, fear of increased credit, 
higher government deficits and resulting stepped-up inflation, and finally 
rumors that U.S. might raise its gold price (devalue the dollar), cul- 
minated in flurry of speculation and rise in gold price on London 
market. 


U.S. gold stock at the end of October was at low level of $18.4 billion 
compared to $22.9 billion at year end 1957. This gold stock is still 
sufficient to meet any likely foreign demand and 25% reserve require- 
ment against Federal Reserve notes and deposits. Large persistent 
deficit in our balance of payments, however, cannot continue indefi- 
nitely if American dollar is to retain its position as world’s main reserve 
currency. 


Heavy payments abroad for military and economic aid and by Ameri- 
can investors have created balance-of-payments problems. Exports of 
U.S. goods and services in recent years have generally exceeded imports 
from abroad, but not sufficiently to counterbalance American invest- 
ments and other payments. ‘To balance these outpayments, gold has 
flowed from U.S. and foreigners have increased their short-term claims 
against US. 


Action abroad to change trend is necessary but solution is not simple. 
Higher interest rates in U.S. could encourage liquid capital to flow to 
this country, but might discourage borrowing by Americans for domestic 
investments. Reduction of U.S. government spending abroad would 
improve balance, but such action must be slow and well-timed to 
prevent disastrous impact on economies of other countries. 


Action at home to support economic expansion and relatively stable 
prices could do much to restore full confidence in the dollar abroad. 
Increased private investment, essential to economic expansion, is de- 
terred by present tax structure, apprehension about new administration 
policies, and high costs of production. Organized labor could do much 
by curtailing wage and benefits demands on management which tend 
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FINANCE FACTS to price products out of markets. US. government could stem inflation 
by guarding against deficit spending and could encourage business ex- 

DECEMBER 1960 pansion by more reasonable tax structure but outlook indicates pressures 
for greater spending and no planned tax reductions. 


CONSUMER FINANCIAL BEHAVIOR 


Most components of indexes of consumer financial behavior series de- 

INDEXES OF CONSUMER veloped by Educational Services Division of National Consumer Fi- 

FINANCIAL BEHAVIOR nance Association, and first presented in Finance Facts in September 
nc bd 1960, changed little during third quarter 1960. 


Consumer caution was reflected by considerable increase in the index 


of personal savings and decreases in the indexes of durable goods 
Lai expenditures and instalment credit extended. 
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P Pat wert || Index for personal income in third quarter 1960 was at 111.8 (11.8% 
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above the 1957-59 average), slightly above second quarter index of 
110.7. Index for personal taxes showed slightly larger rise from 114.4 


oo) fe | ahi for second quarter to 115.6. 


Personal savings index jumped sharply to 122.7 in third quarter, having 
increased from 99.6% of the 1957-59 average in first quarter 1960 and 
from 105.9 in second quarter. Increase in disposable income at 111.3 
was slight, up from 110.2 in second quarter. 


Index of expenditure on durable goods dropped to 105.7 in third quar- Q 
ter.from 110.1 in second quarter 1960, as expenditures on automobiles 
dropped off and expenditures for other consumer durables failed to 
increase. Persistent rise in index of expenditures for services continued 
in third quarter, rising to 115.9 from 114.1 in second quarter 1960. 
Nondurable goods expenditure index dropped slightly from 107.8 in 
. " second quarter to 107.2 in third quarter. 

Ps Instalment credit extended index in third quarter 1960 dropped below 

index of instalment credit repaid. Extensions of instalment credit in 


at third quarter were 12.5% above 1957-59 average compared to 17.1% 


above in previous quarter. Repayments of instalment credit in third 
quarter 1960 were 13.0% above 1957-59 average, up slightly from 12.3% 
Se in second quarter. 
AGRICULTURAL SITUATION 
P. ipeenee | 11TH Agricultural output is continuing upward in 1960 on basis of current 
estimates of Department of Agriculture. This is third straight year 


2 of bumper crop harvests and livestock output. Last year greatest rise 


was in livestock output; this year crop production is estimated at new 
high. 


Cash receipts from marketing have consistently edged ahead of previous 
year totals in recent years. Advances in prices of nonfarm purchases ®) 
have been much more limited this year, and prices of farm inputs, 
especially feeder cattle purchases, have actually declined. 


Throughout postwar period, land price rise was temporarily arrested only 
in 1949 and 1953, continuing strongly upward through 1958 recession. 
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During 1959, rise showed some evidence of slackening as average of 
land values in final quarter reached a point more than 70% above 


1947-49 average. This year index of land values rose slightly in spring 
and dipped somewhat in summer. 


Farm mortgage debt has risen with land values, but it remains quite low 
by nonfarm mortgage standards with loans seldom above 50% of cur- 
rent market values. The only exception is “contract sale” or “instal- 
ment sale” of farm real estate, which has been growing practice in 
recent years, especially in Lake States and Corn Belt. Under such 
contracts, title to land remains with seller and down-payments are 
typically under 30% dividing line for qualifying for special Federal tax 
treatment of capital gains. Recently such “sales” have been estimated 


to account for nearly two-fifths of all farm land transfers involving credit 
financing. 


PERSONAL INCOME 


Personal income in October was at seasonally adjusted annual rate of 
$409.6 billion, up slightly from September figure of $408.8 billion. 


Wage and salary disbursements inched ahead as small increases in con- 
tract construction, retail trade, and state and local government pay- 
rolls, more than counterbalanced dip in factory payrolls. Transfer 
payments again accounted for part of rise in total income, with stepped- 
up unemployment benefits and increases in several other items. 


Payrolls in automotive production and in food, rubber, printing, and 
chemicals were slightly larger in October than in September. In con- 
trast, those in primary metals, non-electrical machinery, paper, furniture, 


and lumber, all registered declines in October as did strike-affected 
electrical machinery industry. 


For 1960, in the first 10 months, personal income was at $403.5 billion 
annual rate, $22 billion higher than in corresponding period of 1959. 
This 542% rise represents substantial gain in real purchasing power; 


after adjustment for interim price changes, total income was up 4% 
for 10-month period. 


INDUSTRIAL PRODUCTION 


Industrial production rose faster in thirty months following business 
trough of April 1958 than in comparable rise from previous trough 
in August 1954. After hitting a peak of 167 (index 194749 = 100) 
in May 1960, industrial production dropped off. In September and 
October index stood at 162. Two components (mining and utilities) 
increased at slower pace following April 1958 trough than in earlier 
period from August 1954. 


Rise in industrial production between April 1958 and October 1960 was 
less regular than between August 1954 and February 1957. Industrial 
production moved up sharply between March and June 1959 as busi- 
ness buyers stocked up in anticipation of steel strike. Output declined 
during strike, but rallied at strike’s end and showed rapid rise starting 
November 1959. 
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BUSINESS RECOVERY AFTER 
RECESSION LOW POINTS 


ily aes 

f 

Py | 3 
1954-1957 Line 

ah g re Ee 











nt 





CONSUMER CREDIT 


Consumer instalment credit outstanding was $42.1 billion at end of Sep- 
tember 1960, an increase of $774 million during third quarter when 
$12,407 million in credit was extended and $11,633 million was repaid. 
This compares with $1,827 million increase in same period 1959. 


Automobile paper outstanding increased by $279 million during second 
quarter 1960 but increase dropped to $8 billion in September with 
changeover to new models. Third quarter 1959, not affected by change- 
over, showed increase in automobile paper of $904 million. 


Other consumer goods paper increased by $6] million reflecting little 
strengthening in market for durable consumer goods during third quar- 
ter 1960. Much stronger market for consumer durable goods in third 
quarter 1959 was reflected in $350 million increase. 


Repair and modernization loans increased by $92 million in third quar- 
ter 1960, down sharply from $146 million increase for same period 1959. 


Personal loans outstanding showed third quarter gain of $342 million. 
Increase was substantial, but far below increase of $427 million in 
third quarter 1959, even though steel strike was in effect then. 


Consumer noninstalment credit outstanding was $12.0 billion at Septem- 
ber end 1960, a decrease of $0.1 billion during third quarter, reflecting 
a seasonal drop in charge account outstandings but little change in 
service credit or single-payment loans outstanding. 


Total consumer credit outstanding, instalment and noninstalment, in- 
creased by $0.6 billion during third quarter 1960 as September end 
figure stood at $54.1 billion. 


CONSUMER BALANCE SHEET 


Asset and debt position of American consumer as of June 30, 1960 showed 
21.6 to 1 asset-to-debt ratio of all assets and debts excluding those 
involving home ownership where ratio was 3.2 to 1. Ratio of all assets 
to all debts was 8.7 to 1. 


Consumer balance sheet as of June 30, 1960 shows consumer assets at 
new high of $1,554 billion. Total assets included current assets $957 
billion, made up of $178 billion in currency and bank deposits, $62 
billion in savings shares, $214 billion in insurance and pensions, $104 
billion in government securities and $399 billion in corporate and other 
securities. 


Fixed assets include $399 billion in home ownership and $198 billion 
as value of durable goods, for total of $597 billion. (Note: Value of 
consumer-held durable goods is computed from total consumer durable 
purchases July, 1950 through June 30, 1960, depreciated 10% annually.) 


Current liabilities stood at $54 billion, with fixed liabilities of mortgage 
debt at $125 billion, for total liabilities of $179 billion. 


Total assets minus total liabilities establishes American consumers’ net 


worth at $1,375 billion. 


Owner's equity stood at 88.5% of consumer assets on June 30, 1960. 
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